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FEDERAL
Department Editor: Charles T. Lloyd*
SEPARATION OF AIR-MAIL PAY FROM SUBSIDY - INTERIM
REPORT OF SENATOR EDWIN C. JOHNSON, CHAIRMAN OF THE
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE,
ON MAY 5, 1950
To: Senate Appropriations Committee.

Y

OU will recall that during the closing week of the last session, the
Senate Appropriations Committee expressed grave concern over the
failure of the Civil Aeronautics Board to divorce compensatory mail pay
from subsidy and indicated an intention to appoint a subcommittee to conduct an immediate investigation of the whole matter.
In my discussion with Senators McKellar, Ferguson, Langer, and Wherry
on the floor at that time, I advised you that the Interstate and Foreign
Commerce Committee had been studying intensely the administration of the
air mail subsidy provisions of the Civil Aeronautics Act of 1938, and that I
would report the results of our investigation to you. At that time I said:
Mr. President, I should like to say that we shall have some very
interesting and important information for the Appropriations Committee
when we return in January. We have explored the subject at great
length and shall continue to do so. We shall have an interesting report
for you ... We are finding out all we can about the operation of our air

lines and why it is that the Treasury has to pay out $125,000,000 a year
to them. The amount is increasing rapidly. We want to learn to what
extent the air lines can operate with only compensatory mail pay ... Also
we are trying to find out how much of the postal pay is compensatory
pay, how much of it is subsidy, and why.
Furthermore, the Interstate and Foreign Commerce Committee, the
Senate Appropriations Committee, the Post Office Committee, and several
committees of the House, have been concerned over the increasing demands
for deficiency appropriations to cover higher mail pay authorized by the
Civil Aeronautics Board.
The increasing air mail pay to all air carriers in recent years is given
in the following tables, on a fiscal and calendar year basis:
Total mail pay-

meats domestic,
international,

feeder, and Territorial'
Fiscal year:
1946 -----------------------------------------$44,253,000
1947
-------------- -------------------------55,562,000
1948-----------------------------------------93,483,000
1949
-----------------------------------------113,639,000
Calendar year:
1946 -----------------------------------------46,201,000
1947 -----------------------------------------72,266,000
1948
-----------------------------------------112,174,000
1949 -----------------------------------------112,482,000

Average yield per mail ton-mile

16 domestic
trunk

$0.55
.76
1.12
1.17
.64
.89
1.27
1.10

Feeder

United

States international

$17.22
38.75
41.65
28.44

$3.75
2.81
3.11
2.69

28.16
41.94
32.88
29.06

3.69
2.75
2.98
2.68

I Mail payments reflect retroactive adjustments resulting from CA B mail rate orders issued and accepted through
Mar. 31, 1950.

• Executive Secretariat, Department of State.
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BREAx-DOWN OF MAIL PAYMENTS AMONG VARIOUS CAB CLASSES OF CARRIERS FOR
EACH FISCAL AND CALENDAR YEAR

Fiscal year1946
Domestic trunks -----------------------Feeder lines--------.------------------United States international --------------Territorial carriers ----------------------Alaska carriers -------------------------Total -----------------------------

$27,335,000
1,169,000
15,227,000
61,000
41,000
44,253,000

1947

1948

1949

$23,967,000
3,809,000
20,858,000
154,000
774,000

$37,713,000
9,719,000
44,708,000
170,000
1,173,000

$47,631,000
12,795,000
61,426,000
227,000
1,560,000

55,562,000

93,483,000

113,639,000

1948

1949

Calendar year1946
Domestic trunks -----------------------Feeder lines -------- _-----------------United States territorial -----------------Territorial carriers ----------------------Alaska carriers -------------------------Total ------------------------------

1947

$21,016,000
1,692,000
22,685,000
122,000
68,000

$29,123,000
7,027,000
35,084,000
165,000
867,000

$47,781,000
11,902,000
50,895,000
189,000
1,407,000

845,095,000
13,769,000
51,546,000
248,000
1,824,000

46,201,000

72,266,000

112,174,000

112,482,000

Included in the 1949 figures are $30,000,000 in retroactive air-mail payments which was awarded the carriers during the year ending September 30,
1949, as applicable to periods prior to this 12-month period. Moreover,
these amounts may be increased for each of these years since the CAB has
a large backlog of undisposed mail-rate cases applicable to prior years.
Petitions of 12 trunk lines, 20 feeder lines and all 12 international carriers
are pending which seek substantial mail pay increases for mail already
carried.
Mr. Chairman, today I am making the report which I promised you on
the floor. It is my hope that it may be of some value to you.
Since the war there has been tremendous advance and expansion in the
air-line industry. The increase in plane-miles flown, coupled with the larger
capacity of aircraft since 1945 has resulted in a 100-percent increase in
revenue passenger-miles flown and in air cargo carried; threefold increase
in seat-miles available; and since 1946, the industry has had a 25-percent
increase in mail ton-miles. Last year the domestic air lines estimate they
carried over 40 percent of all first-class intercity passengers.
Notwithstanding this expansion of the air lines in 1949, the railroads,
powerboats, and highway star routes handled 98.6 percent of the ton-miles of
all classes of domestic mail. This was done at a cost of 8.9 cents per ton-mile,
while the air lines hauled only 1.4 percent of the ton-miles of all domestic
mail at an average cost of $1.47 per ton-mile ($1.17 for trunk carriers and
$28.44 for feeder lines) or 18.3 percent of the total amount paid all carriers
of domestic mail. From the Post Office Ascertainment Report we find that
the same surface carriers moved 77.1 percent of domestic first-class mail
at a cost averaging 31.4 cents per ton-mile. Ocean vessels receive mail pay
on the basis of rates established through the Universal Postal Union. Assuming the average haul of mail to be 4,000 statutory miles for ocean
transportation, receipts of these carriers per ton-mile would be 17.75 cents
for first-class mail and 2.35 cents for fourth class.
Section 406 (a) of the Civil Aeronautics Act of 1938, directs the Civil
Aeronautics Board to determine "a fair and reasonable rate" of compensa-
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tion to pay the certificated carriers for carrying air mail, but does not
specifically require the Board to determine this "fair and reasonable" rate
separate and apart from the other elements which the act provides that it
shall consider in determining the total Government support. Section 406 (b)
requires the Board to consider the over-all financial needs of the carrier
for Government support. It reads:
...

In determining the rate in each case, the Authority shall take into

consideration,... the need of each such air carrier for compensation for

the transportation of mail sufficient to insure the performance of such
service, and, together with all other revenue of the carrier, to enable such
air carrier under honest, economical, and efficient management, to maintain and continue the development of air transportation to the extent and
of the character and quality required for the commerce of the United
States, the postal service, and the national defense.
Under this provision the CAB has been making mail payments, including
"need" pay, in lump sums to each carrier.
In the fiscal year 1949, the Big Four-American, United, TWA, and
Eastern, which carried three-fourths of the total domestic ton-miles of
mail-received an average of 71.43 cents per ton-mile. For passengers they
received 60.5 cents, 34.7 cents for express, and only 18.9 cents for air freight.
Under a controlling CAB minimum cargo rate order the carriers may
charge as low as 13/ cents per ton-mile for shipments of freight in excess
of 1,000 ton-miles, and very recently the CAB has permitted "directional"
minimums as low as 60 percent of the minimum rate. For the smaller trunk
carriers and the feeder lines the difference in the average yield from mail
and other classes of traffic is as follows:
Average revenue per ton-mile
Fiscal year 1949
Mail

12 small trunk

carriers---------------------------

10 feeder lines---------------------------------

$3.16
28.44

Passenger

Express

Freight

Cents

Cents

Cents

61.0
57.7

33.6
37.6

22.8
29.8

All of the Government agencies concerned and large segments of the
aviation industry have recognized the desirability of finding a new way of
paying air lines for the carriage of mail on a compensatory basis and separating the amount of subsidy they must be paid to comply with the direction
of Congress in section 406(b) to continue the development of air transportation.
President Truman, in his budget message for 1951, said:
The recent rise in total air-mail payments-to an estimated level of
about $125,000,000 in 1950-has made it increasingly important that the
subsidy element be separately identified. I recommend, therefore, the
immediate enactment of legislation to authorize the separation of subsidy
payments from mail compensation. Such subsidies should be paid from
funds appropriated to the Civil Aeronautics Board specifically for that
purpose.
Secretary of Commerce Charles Sawyer testified before the House Subcommittee on Transportation on February 15, 1950, as follows:
A separation of subsidy payment to air carriers and payment for
carrying air mail should be made at the earliest possible moment ... Certain difficulties will be encountered in making studies to ascertain the cost
of paying the different types of traffic... Congress should decide immediately that subsidies and payments for the transportation of air mail are
to be separated and direct the Board to proceed with its cost studies on
the basis of that decision.
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Mr. J. Weldon Jones, Assistant Director of the Bureau of the Budget,
testified before our committee on April 25, 1949:
...a major part of the total cost, the air-line subsidy is buried in mail
payment to the carriers, and hence cannot readily be ascertained and
evaluated. It would be highly desirable that this subsidy be separated
from mail pay as soon as possible ... I recognize that there are practical
difficulties involved in working out this separation. These difficulties may
delay the date by which the separation can actually be effected. They
need not, however, delay acceptance of the basic principle that such separation is desirable and should be accomplished by the earliest possible
date.
Postmaster General Jesse M. Donaldson testified before our committee
on June 2, 1949, as follows:
I have, for the last 4 or 5 years, advocated separating the air mail
[pay] and subsidy ... That would be in the interest of the air carriers.
It would be a healthy situation for the carriers themselves, and I am for
separating the subsidy.
In spite of the fact that the many witnesses who appeared before our
committee endorsed separation of subsidy from air-mail payments in principle, the committee found no basic agreement within the industry or in
the Government as to what was meant by air-mail subsidy or who was
being subsidized-the letter writer, the passenger, the commodity shipper,
the communities served, the Post Office Department, the national security,
or the air carrier. It is perhaps significant that Webster's unabridged dictionary, defining "subsidy," gives air-mail payments as an example of what
a subsidy really is.
The postwar record suggests mismanagement during the air lines wild
and uncontrolled expansion in 1945, 1946, and 1947. From the testimony
received by the committee, there is no doubt that the shoe of management
inefficiency fitted many air lines during that hectic period. However, the
drastic personnel retrenchments and increased operational efficiency by
them which has occurred during the past 3 years is proof of what can be
done when something must be done. The increased operating efficiency of
the 16 domestic trunk carriers is shown by the decreasing cost per available
ton-mile from 32.3 cents in 1946 to 29.0 cents in 1949.
In terms of the "need" section of the act, subsidy may be considered the
excess portion of mail payment over that required by the act to be paid the
carriers as a "fair and reasonable rate of compensation for the transportation of mail by aircraft." This, however, does not tell how to determine
the excess, or what the given amount may be. How to proceed to find this
"excess" was not clarified either by the CAB or other governmental agencies,
as the following excerpts from their testimony will indicate:
Chairman J. J. O'Connell, of the Civil Aeronautics Board, in testifying
before the committee, April 13, 1949, said:
We are not in a position to give an accurate estimate as to the
amount of the total air-mail pay bill which represents fair compensation
for the carriage of the mail and that portion that represents subsidy.
Such a break-down is not required by the act and demand for it has arisen
during a time when our staff was struggling to reduce the mail-rate
docket.
Chairman J. J. O'Connell, of the CAB, in a letter to me on May 4, 1949,
said:
The difficult and highly technical problems involved in developing
methods of expense allocation between mail pay and subsidy make it
imperative, in our view, to explore the entire question thoroughly before
action is taken in this field.
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* J. Weldon Jones, Assistant Director, Bureau of the Budget, testified on
April 29, 1949:
As you know, not all of this mail-pay figure can be considered subsidy to the air lines, since part would represent a fair and reasonable
payment for the cost of handling the mail. While the break-down between such cost and the subsidy element is not available, it seems reasonably clear that the subsidy is a very large percentage of the total, probably well over one-half.
Jesse Donaldson, Postmaster General, revealed his views as to the question of subsidy when he stated to our committee on June 3, 1949:
The total cost for both domestic and foreign air mail this year-and
when I say "total cost" I mean cost to the carriers-is, in round numbers,
about $120,000,000, and by the highest stretch of the imagination you
could not presume to state that the subsidy would be more than half of
that, if that much.
Again, in testifying before the Transportation Subcommittee of the
House, Mr. O'Connell said, on February 15, 1950:
I do not believe that I need discuss at length the technical difficulties
involved in making an equitable separation between mail pay and subsidy. These difficulties have been recognized by a number of independent,
impartial groups.
As long ago as March 23, 1949, Chairman O'Connell, in a speech, asserted
that the CAB's failure to separate the subsidy element deprived air-line
management of normal and needed inducements to operate within the limits
of its revenue; i. e., cost-plus mail rates to cover commercial traffic losses
deprive air-line management of the fear of bankruptcy and thus the most
impelling motive to act with ordinary business acumen.
In view of this recognition of the problem by the Chairman of the expert
administrative agency created by Congress in this field, our committee expected foresighted leadership in the solution of the subsidy question. We
have been bitterly disappointed. In commenting on S. 2437, which I introduced on August 15, 1949, to require the separation of subsidy from air-mail
payments in the domestic field, the CAB made it clear that it could not assist
the committee any further in developing the techniques and methods to be
employed in effecting the separation of air-mail subsidy. On August 26,
1949, Chairman O'Connell Wrote me:
I do not believe that we would be justified in neglecting these existing
obligations [under the Civil Aeronautics Act] for the sake of working on
the studies and necessary preparation for amending legislation, except
upon a specific congressional directive and with funds appropriated for
such purpose.
At one time the Board insisted that it should be given $600,000 supplemental appropriation to make a thorough investigation of the difficult
problem.
In the meantime, the staff of the Senate Committee on Interstate and
Foreign Commerce has made an intensive analysis of the subsidy separation
problem. Also we employed Ernst & Ernst, an outside independent nationally known firm of accountants and management consultants, to provide the
committee with an analysis of the standards and techniques that might be
used in actually separating subsidy from mail pay and to make a limited
pilot survey of the techniques involved in separating subsidy from air-mail
pay which would be based upon a limited fixed survey of air-line operations
and costs.
Ernst & Ernst gave a great deal of time and consideration to the various
problems and submitted to the Committee a most helpful and provocative
report as of February 1, 1950. The committee has studied this report
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painstakingly and has asked each certificated carrier and interested Government agency to comment on its proposals of separation procedure. However, 3 months have elapsed and the CAB has not responded, and most carriers have declined to give us any expression.
It was understood that Ernst & Ernst, in this pilot study, would not make
a precise separation of earned mail pay from subsidy for the entire industry
but would develop primarily a program for the committee's consideration at
a cost not to exceed $10,000. It was hoped that they could demonstrate the
feasibility of their program by applying it to a specific competitive route,
such as Washington to Chicago. Unfortunately, Ernst & Ernst insisted this
was impractical as it would involve technical cost studies which would have
to be made before the program could be applied to any route or station.
The Ernst & Ernst report has been helpful, however, in understanding the
relationship of the passenger-fare structure to the financially self-sufficient
air lines.
In our hearings, time after time an air-line witness emphasized that, if
his company were receiving a subsidy, it was due to the number of small
cities which it was required to serve under its certificate of public convenience and necessity. Throughout the hearing this theme was sung in unison
by the Air Transport Association and by the domestic carriers to justify
the failure of the air lines to have achieved self-sufficiency or at least to have
realized larger net earnings before mail pay. This argument was used effectively to show why the nonscheduled lines could operate at a profit without
subsidy.
In answering Mr. Fishgrund, a spokesman for the irregular carriers who
kept emphasizing that the irregulars could offer a new service at low rates
which was not being provided by the certificated carriers, Mr. Ramspeck,
executive vice president of the Air Transport Association, stated:
There is no question in anybody's mind but that an air line carrying
only long-haul business and serving only a few high-volume points can
operate in the black without subsidy... Here is a graphic example of the
problem which is faced by the common carrier by air. Out of the best 365
stations on the air-line map, 182, or nearly half, do not generate enough
revenue to meet the expense of maintaining the stations.
Mr. W. A. Patterson, president of United Air Lines, stated:
We have estimated that in 1949 our 39 DC-6 airplanes, serving 20
cities will generate 67 percent of our operating revenues and incur 51
percent of our operating expenses on a fully allocated basis.
Mr. Patterson was asked about the following quotation from the address
given by him on October 27, 1948, before the Iowa Bankers Association,
Des Moines, Iowa:
For example, we serve 38 small cities on the United Air Lines System. Those 38 cities provide us with 8 percent of our total revenue.
However, it is necessary that 40 percent of our mileage be flown to acquire the 8 percent.
The president of Delta Air Lines, Mr. C. E. Woolman, gave additional
support to this theme when he stated:
Senator, I put in this testimony our January experience because
I thought it was illustrative of just the basic problem of the industry,
that we can operate quite economically between the big centers where the
load factors are high, and where you can use efficient, modern equipment.
But when you get to serving these many cities that do not justify big
equipment, then your costs run up; just as our 6's made us a good profit
in the peak of our Florida season, and the DC-4's made us a modest profit,
the DC-3's serving the local services lost most of what we made elsewhere, and that is a very serious problem.
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Captain Eddie Rickenbacker said:
For example, out of the 76 cities served by Eastern in 1948, 41 lost
money-a total over $450,000. If the effort Eastern spent in these 41
cities had been applied at the other 35 eastern cities, I am certain Eastern's profits would have been doubled what they actually were.
Mr. Six, president of Continental Air Lines, said:
I think it is significant that 8 of the 27 cities served by Continental
account for 80 percent of its passenger revenues. The other 19 average
approximately 1 percent each. It is this latter group of cities which require subsidy in order to have the benefits of air service. If they were
wiped off the air-line map, I feel confident that the 8 cities producing 80
percent of Continental's business could support themselves.
The concentration of commercial air-line traffic over a relatively few
routes between a few large cities has been emphasized time and again in the
semiannual CAB air-line traffic surveys. These are based on an actual
passenger-ticket count taken in March and September. In the first postwar
survey in September 1946, the staff reported to the CAB:
A lion's share of total domestic air passenger traffic has characteristically been contributed by relatively few stations. As shown in the following table, during September 1946 over one-third of the number of
passengers were originated and terminated at 5 stations, representing
less than 2 percent of all stations operating. More than two-thirds of the
passengers were generated by the leading 25 stations, representing 9 percent of all stations. The concentration was even greater in terms of passenger-miles. The 5 highest ranking stations accounted for two-fifths of
the total, and the 25 top stations accounted for almost three-quarters of
all domestic air travel. The lowest ranking 125 stations produced only 3
percent of the total.
The latest published survey (September 1948) continues to report that
"a relatively great volume of the total air traffic was generated by a small
number of stations." Out of 482 cities, I find that almost 50 percent of all
the domestic passengers carried during the fiscal year 1949 were enplaned
at only 12 cities. These cities are New York, Chicago, Los Angeles, Boston,
Detroit, Pittsburgh, San Francisco, Cleveland, Washington, Atlanta, Dallas,
and Miami. Out of a total of 13,916,572 revenue passengers carried these
cities enplaned 6,881,341.
Although a careful reading of the testimony before the committee reveals
some very wide differences within the industry itself, agreement was general that air lines carrying only a long-haul business and servicing only a
few high-density points could operate profitably without subsidy; or, to put
it another way, that the certificate requirement compelling the air lines to
serve a large number of small stations, or to carry predominantly short-haul
traffic absorbed most of the profits earned in the long-haul high-density
business and was the basic reason why subsidy was required.
The CAB recently acknowledged this as the fundamental nature of airline subsidy on February 15, 1950, in Chairman O'Connell's testimony before
the House Subcommittee on Transportation:
Although paid to the carriers, this subsidy is not intended to aggrandize their profits; rather, it is paid to them so that they will be financially
able to provide service to communities and localities which might not be
able commercially, at least at the outset, to support such service or to
operate a volume of service which initially may be in excess of the commercial demand for air transportation . . . This suggests the first, and

perhaps most fundamental, objective of separating the mail compensation
from subsidy, namely, to obtain a measure of the extent of commercial
self-sufficiency in our air transportation system and of the various component parts of that system, or conversely to obtain a reasonably accurate
judgment of the amount and location of necessary Government support
for air-line operations.
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A pending proceeding will illustrate the important relation of the community to the self-sufficiency of the individual carrier. Philadelphia is named
as one of the western coterminals for the trans-Atlantic operations of the
three United States international air lines-Pan American, TWA, and American Overseas. These carriers are desirous of suspending service temporarily from Philadelphia, and the city of Philadelphia has complained to the
Civil Aeronautics Board. At a CAB prehearing conference on March 21,
1950, the city of Philadelphia and commercial shippers contended that suspension of trans-Atlantic service from Philadelphia was adverse to the
public interest. On the other hand, the carriers contended that "apart from
considerations of national interest and national defense, trans-Atlantic service to and from Philadelphia is not economical on the basis of foreseeable
traffic potentials." However, the carriers conceded, and this is important,
"that if the Federal Government would be willing to underwrite with mail
pay, the loss which would be incurred, they would be willing to provide
trans-Atlantic service to Philadelphia."
I cite this instance as it is typical of what can occur with respect to a
large number of communities now being served by both domestic trunk and
feeder carriers. The community has a genuine need for air service and the
carrier, which is trying to do an economic and efficient job with as little
Government subsidy as possible, sees that demands of this kind will forever
preclude it from reaching financial self-sufficiency.
The "need" is clearly not a subsidy to the air line, which is merely rendering a public service for a fair return, but goes to the passengers, shippers,
and air-mail patrons of the communities the air line serves. If management
economy and efficiency are attained the subsidy rests squarely upon the
community whose revenues are insufficient to pay the cost of air-line service.
It is my considered opinion that a just method should and can be devised
to pay fair compensation for the carriage of mail, and that all Government
support over and above that amount should be charged on the air lines'
books to the various communities served as subsidy. As now reported to
the Board, about half of air-line expenses may be assigned directly to the
communities. Additional expense items may well be similarly assigned. The
remaining expenses, including a portion of flight, maintenance, and administrative expenses, should be allocated to the communities on a route or system standard. The manner in which and the extent to which these common
expenses are allocated to communities may produce substantial differences
in the subsidy to 'be charged individual communities. Flight expenses, in
particular, are associated with route segments, type of aircraft, flight schedules, grounding expenses, and possibly special postal requirements.
Inasmuch as an air line is certificated to render common carrier service
to each and every city designated in its certificates of public convenience and
necessity, it is believed that, for purposes of assessing Government subsidy
to the communities, the air line should be considered as an operating system
and each community should be charged some share of all major expense
accounts. It is recognized that the sum of the saving in expenses which
would result if each community were individually analyzed would not equal
the total subsidy required to operate the air line as a going system. But
since the air line is operated in its entirety and some amount of subsidy is
required, it should be spread fairly to each community served that contributes to the need. The studies made by the committee indicate that the unproductive stations which should properly bear a share of the subsidy is
generally over two-thirds and sometimes nearly all of the stations of the
entire system.
While our whole air transport system is of undisputed importance to the
national defense, Under Secretary of Defense Stephen J. Early reported to
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our committee on January 30, 1950, that after months of careful study the
Department of Defense considered it impracticable to segregate the dollar
amount of subsidy in air-mail pay attributable to national defense, and
that even if it could do so, the Department would not be justified in underwriting air-line subsidies alone. I quote from Secretary Early's significant
testimony:
To the extent that these [mail] subsidies assist in keeping commercial air lines in a solvent condition and result in numbers of aircraft in
being, they are advantageous from a national defense viewpoint. Of
course, we also feel that we have an obligation to keep in mind that the
abilities of railroads, bus lines, trucking companies, and the maritime
industry are not impaired by virtue of subsidy payments to the ait lines
...The existence of airlift in the commercial air lines, by itself, is a national defense asset, but the payment of subsidies for the continued existence of air lines on the account of national defense is too intangible for us
to be able to calculate . . . There is nothing in the Nation's economy that
does not contribute to the national defense ...A war could not be fought
without reliance on the fullest capabilities of the railway transportation
system in this country. Much the same may be said for the bus lines and
the truck lines. The American civil aviation industry is like these other
components of the national economy-indispensable to its welfare and,
like the others, to its defense ...We have given this question of dividing
subsidies and attempting to fix, in terms of dollars, the amount we think
you could justly charge the national defense aspects, and we just plead
our incompetency on that point.
This report is limited to domestic air transportation. In the foreign field
additional factors become involved-national interest, subsidy policies of
foreign governments, security aspects of United States support, and the
availability of the negotiated Universal Postal Union mail rate for international air mail. During our hearings, Mr. Juan Trippe, president of Pan
American Airways, urged the committee to adopt the UPU rate as the
compensatory mail rate to be paid United States flag carriers. This rate
represents what the postal authorities are Willing to pay air lines of other
nations for carrying their mail. It is now $2.86 a ton-mile for intercontinental letter service between gateway ports; $1.43 for shorter European
service; and $0.71% for the carriage of all postal matter other than first
class. The payment of these rates to United States flag overseas carriers
would have decreased their total United States mail pay by only about
$5,000,000 for the year ending September 30, 1949. European postal authorities, against United States opposition, have urged that the present
UPU rates be reduced substantially and be related to the passenger fare
charges.
While it is clear that the advantages of separating subsidy from air mail
pay is equally applicable to the international field and should be made, until
further studies can be completed, I am withholding specific recommendations
regarding the subsidy policy concerning United States foreign air transportation.
It is my proposal as chairman of the Committee on Interstate and Foreign
Commerce, that subsidy for domestic air transportation should be specifically
identified and presented to Congress on a community basis.
I recommend, too, that legislation should be passed at this session of
Congress, directing the determination by communities of the amount of
subsidy required to support the air-line services presently certificated to each
community within the United States.
To demonstrate what I recommend, a complete table of air line community subsidies has been prepared to show the Government aid required to
support the domestic trunk and feeder line services which each community
received during the fiscal year 1949. The table is based upon limited avail-
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able public information and was developed by employing allocation standards
which seemed most reasonable under the circumstances.
Each community was credited with compensatory mail pay allocated in
the ratio of the tons of mail enplaned, employing 100 pounds as the minimum
mail load, and 60 cents as the minimum mail ton-mile rate, with a higher
rate whenever the ton-mile allocation of joint expenses produced a higher
amount. This is a very generous rate; perhaps too generous. Such liberal
compensation should insure top priority for the mail. It also recognizes
that some of the smaller route patterns certificated by the CAB necessitate
higher community operating costs. The difference between the compensatory
mail pay and that authorized by the CAB under the "need" section of the
act was accepted as the subsidy to be distributed to the communities served
on each system. The compensatory rates and resulting subsidy for each
carrier are shown in the appendix.
After extended research and consultation with air-line and Government
officials, the committee's staff developed a tentative station allocation formula
for the distribution of expenses and nonmail revenue properly assignable
to the individual communities served. The assistance of each air line in
accurately applying this detailed formula to its smaller revenue-producing
stations gave the basic information upon which the table was built. As the
formula
was applied to only the smaller two-thirds of the stations on each
system, the
staff was unable satisfactorily to allocate all of the subsidy
to
these stations on some systems. While there has been sharp criticism by
the carriers as to the validity of this formula, the spirit manifested by them
in preparing the basic data is salutary of their desire to find what communities are actually being served at a loss.
While the amount of subsidy shown by the table for each city cannot
be considered accurate to a satisfactory degree, it is believed, nevertheless,
that the allocation in the table is sufficiently accurate to justify its inclusion
in this report for demonstrative purposes and as a point of departure for
further study.
In order to perfect the data to absolute accuracy, a staff of competent
engineers and accountants would be required to make field studies and cost
analyses of air-line operations. An accurate and detailed analysis, which is
required before either the compensatory mail rates for separate routes or
systems or the allocation formula of expenses to communities, are promulgated, will be both complex and difficult because of the characteristics of airline operations and because of the incomplete state of the official accounts
presently available. However, if the CAB would revamp its system of CAB
Uniform Airline Accounts, and if the matter were pursued year after year,
data could be developed which would be dependable to the nth degree. Once
the reports from the air line were set up properly, it would be relatively
simple to maintain and perfect the master plan and keep it perfected with
a minimum of effort by the CAB.
The Chairman of the Civil Aeronautics Board in his letter to me of
February 14, 1950, estimated that the Board would need $386,000 in addition
to the full amount of its regular appropriation as approved by the Bureau
of the Budget, to accomplish air mail separation before July 1, 1951. This
program would not provide a standard for determining who is being subsidized, nor why, and therefore would only accomplish the first step of the
proposal I recommend. It would not achieve the comprehensive finality contemplated by my proposal to you. I repeat, the subsidy "need" is clearly not
a subsidy to theair line, which is merely rendering a public service for a
fair return, but goes to the passengers, shippers and air-mail patrons of
the communities the air line serves.
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If the separation of compensatory mail pay and the subsidy were made
on the community basis, the committees of Congress, the Bureau of the
Budget, and the Civil Aeronautics Board itself, would have a simple dependable and understandable picture of the over-all problem and the domestic
air-line program. Such a system would indicate when and where mergers
should be made and in what way they should not be made. It would provide
a practical yardstick for the extension or abandonment of air-line service.
I believe Congress should insist upon this method of separating the mail
pay. If that were done, everyone concerned could quit guessing and start
planning for a better air-line service for the United States at a minimum
cost. There would be some incentive then for air lines to practice efficient
operation. No longer would they be regarded as a subsidy-ridden industry.
Whatever subsidy Congress voted would be allocated where it rightfully
belongs--to the communities unable to support the air-line service which
they receive.
I most earnestly hope that this committee will adopt the method of
separation which I suggest.
EDWIN C. JOHNSON, Chairman.

Senate Interstate and Foreign
Commerce Committee
SUMMARY OF COMPENSATORY MAIL RATES AND ALLOCATION OF SUBSIDY TO
COMMUNITIES USED IN TABLE OF COMMUNITY AIRLINE SUBSIDIES
Compensa-

tory
mail
rate per
tonmile
used in
table

Pounds
mail

load increased
to reach
100poundminimum

Resulting

Compensatory mail
pay

Airline:
American ------------------$0.60 -------- 15,531,200
Eastern ---------------------.
-------- 2,908,266
TWA ---------------60 - ........
5,333,121
United- --------------------- 60
-------- ,126,762
Braniff
----------------------.
60 ........
616,167
Capital----------------------. 60
-------- 588,023
Chicago and Southern --------........ .60 .320,854
Colonial -------------------682
46.8
115,086
Continental---------------- . 674
28.1
196,730
Delta _--------------------.
60 -------558,992
Inland --------------------6.601 2.9
71,380
Mid-Continent --------------. 60
22.6
247,762
National --------------------.
619
-------- 314,306
Northeast -----------------.876
" 48.7
155,050
Northwest -----------------.- 60 -------- 1,409,853
Western- ---------------------.614 .--256,764
124,750,296
Feeder lines:
Challenger ---------------Empire -------------------Monarch ----------------Piedmont ---------------Pioneer ------------------Southwest -----------------.
Trans-Texas ------------West Coast --------------Wisconsin Central -----------

1,549
1.294
1.623
1.257
8.946
893
2.113
1.525
3.287

Total trunk and feeder
carriers-- _----------------------

52.2
59.0
68.2
76.7
83.3
46.5
47.7
79.4
64.3

subsidy
measured
by amount
of present
CAB mail
pay

Portion of
subsidy
allocated
to cities

Num-

her
Portion of
cities to subsidy
which
not allosubsidy cated to
distribcities
uted

$200,165
312,427
1,435,004
1,643,990
1,701,743
4,392,392
1,482,470
1,110,122
1,186,807
1,875,896
869,108
1,054,200
1,164,836
1,429,122
1,706,290
1,416,212
122,680,784

$200,165
312,427
1,435,004
1,643,990
937,735
2,126,566
1,383,665
1,110,122
1,109,905
1,875,896
569,108
1,054,200
1,164,836
991,688
1,432,069
625,993
17,973,369

33
33
34
35
14
30
13
12
16
23
9
19
19
17
18
13
338

118,614
66,151
139,322
156,931
183,327
83,896
248,193
72,941
152,521

952,102
581,582
1,103,056
1,077,564
1,591,149
1,233,842
1,222,879
743,557
637,310

722,365
511,245
804,404
709,254
1,191,706
965,892
906,995
743,557
550,409

9
10
11
13
16
17
14
10
11

1,221,996

29,143,041

7,105,827

111

2,037,214

31,823,825

25,079,196

449

6,744,629

-25,872,282

0
0
0
0
$764,008
2,265,826
98,805
0
76,902
0
0
0
0
437,434
274,221
790,219
4,707,415
229,737
70.337
298,652
368,310
399,443
267,950
315,884
0
88,901

1Total mail pay to trunk-line carriers, $47,431,070. Includes C A B orders issued through Sept. 15, 1949, providing
retroactive mai revenues.
I Total mail pay to feeder air lines above, $10,365,037. Subsidy provisions were not made for such feeder carriers as
All American Airways, Bonanza Airlines, Central Airways, Robinson Airlines, Southern Airways, Turner Airlines, and
Wiggins, as they were not operating during the entire fiscal year of 1949. Florida Airways was not included, as the Board
terminated its certificate. Los Angeles Helicopter Service is not included.

344

JOURNAL OF AIR LAW AND COMMERCE

COMPARISON OF PRESENT CAB AIR-MAIL PAYMENTS WITH COMPENSATORY MAIL
PAY DETERMINED BY TON-MILE ALLOCATION OF JOINT EXPENSES, FISCAL YEAR 1949

Present CAB'
mail pay

Average for carrier groups

Domestic trunk carriers:
American -------------------------Eastern ----------------------------TWA------------------------------United ---------------------------Total Big Four trunks -------------Braniff ----------------------------Capital ---------------- ------------Delta
------------------------------Northwest -------------------------Chicago & Southern -----------------Mid-Continent --------------------National --------------------------Western ---------------------------Colonial --------------------------Continental -----------------------Ieland -----------------------------Northeast---------------------------

Rate per tonmile of present
CAB mail pay

,731,265
3,220,693
6.768,124
7770,752
23,490,935

.622
.664
.761
.761
.716

2,317,909
4,980,414
2,124,188
3,116,143
1,803,"23
1,701,961
1,479,142
1,672,976
1,225,178
1,383,537
640,487
1,584,171

2.2,7
5.082
2.614
1.326
3.372
4.074
2,914
3.975
13,611
6.722
5.544
17.526

Total other 12 trunks ------........

23,940,135

3.161

Total 16 trunks
---------.----------

47,431,070

1.175

Feeder lines:
Challenger -------------------------Em pire ----------------------------Monarch -------------------------Piedmont ------..-------------......
Pioneer---------------------------4
Robinson --------------------------Southwest -------------------------Trans-Texas -------------------------West Coast - - ----------------------Wisconsin Central
-------------------Total Feeder --------------------Helicopter Mail Carrier:
L. A. Helicopter --------------------.

--

1,070,715
647,733
1,242,377
1,234 49i5
1,774,475
- 442,060
;317,838
,171,072
- 86,458
789,830

Pan American Airnays System:
Alaskan Division-------------------Atlantic Division-------------------Latin-Aneric n Division -------------Pacific Division
---------------------Pan-Ass. Airways System Total

----

Rate per mail
ton-mile of
compensatory
mail pay by
ton-mile allocation

4,110.42'7
2.282,102
4,217,640
4,898,098
16,5t7,270

.447
.509
.471
.480
.473

554,281
A0,i99
4,2,659
1,278,249
228,473
173,524
314,306
258,3912
61.,72
138,621
69. 04
79,207

.540
.501
.529
.544
.427
.543
.619
.614
.682
.674
.601
.876

4,139,463

.547

1q.656,742

.487

211.793
0.02
45.553
42.447
19.606
37.415
23.88
23.638
82.885
47.681

61,9it3
27,122
44,267
36,564
85,n90
23,728
44,938
120,825
15,626
54,450

1.549
1.294
1.623
1.257
.946
2.025
.893
2.113
1.525
3.287

10,807,097

30.205

523,635

1.464

414,470

10.087

412,392

10.285

1.324
2.212
2.789
148.95
33475
.670
7.587
2.545
10.928
2.402
3,110
.782

106,104
1,287,454
19,261
8,784
9,60
20,196
6,543
1,523,864
290,602
8,212,215
2,406,776
317,230

52,212,0'1.

2.796

14,208,779

.742

1,02,146
9,3,.020
3,322,101
12,621,730

2.812
3.244
1.195
2.2.0

386,066
3,420,577
3,324,542
1,081,030

.840
1.181
1.196
.218

26,643,997

2.102

8,212,214

.740

U. S. InternationalCarriers:
American (Mexican Service) ---------152,422
American Overseas ------------ -----3,626,1.4
Braniff------------------------------- 11,63.95
Chicago & So. (Caribbean) -----------1,! 16,964
Colonial -------------------------------36,6Q
Eastern (Puerto RicanService) ---- KO,67M
National (Havana Service) -----------s6,542
Northwest-------------------------5,187,527
Panagra---------------------------3,393,20S
Pan American System ---------------28,643,997
TWA-----------------------------9,226,103
United (Hawaiian Service) -----------510,443
Total International ----------------

Compensatory
1
mail pay by
ton-mile llocation

.922
.726
1.342
.923
.889
.369
.574
.748
.636
.740
.811
.420

As adjusted by CAB for fiscal
year 1949, by rate orders issued through Sept,. 15,1949.
2All eneral expense categories allocated between mail and nonmailservices on the basis
of relative ton-miles of traffic
except 'Passenger service," "Traffic and sales,"
and "Advertising and publicity," which were assigned directly to the
nonmail services.
Average.
4Began
operations Sept. 19, 1948.
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AIR-LINE COMMUNITY SUBSIDIES-CITIES SERVED BY TRUNK AND FEEDER AIR LINES
SUPPORTED BY FEDERAL MAIL PAY SUBSIDIES DURING FISCAL YEAR 1949

Alabama: Birmingham, $155,000; Dothan, $11,000; Huntsville, $42,000; Mobile, $239,000; Montgomery, $44,000; Muscle Shoals, $3,000; Total: $494,000.
Arizona: Douglas, $8,000; Grand Canyon, $35,000; Prescott, $18,000; Winslow, $101,000; Yuma, $16,000; Total: $178,000.
Arkansas: El Dorado, $64,000; Fort Smith, $86,000; Hot Springs, $54,000;
Little Rock, $257,000; Texarkana, $38,000; Total: $499,000.
California: Avalon, $55,000; Bakersfield, $13,000; Burbank, $245,000; Chico,
$62,000; Coalinga, $34,000; Crescent City, $35,000; El Centro, $30,000; Fort
Bragg, $55,000; Fresno, $26,000; Long Beach, $119,000; Marysville, $66,000; Merced, $47,000; Modesto, $21,000; Oxnard, $71,000; Palm Springs, $8,000; Red Bluff,
$90,000; San Jose, $77,000; San Luis Obispo, $46,000; Santa Barbara, $79,000;
Santa Cruz, $57,000; Santa Maria, $71,000; Santa Rosa, $64,000; Stockton, $19,000: Ukiah, $55,000; Vallejo, $65,000; Visalia, $32,000; Yreka, $35,000; Total:
$1,577,000.
Colorado: Alamosa, $77,000; Canon City, $76,000; Colorado Springs, $300,000; Grand Junction, $113,000; Greeley, $70,000; Gunnison, $58,000; La Junta,
$39,000; Monte Vista, $77,000; Montrose, $49,000; Pueblo, $178,000; Total:
$1,037,000.
Connecticut: Hartford, $400.
Delaware: Wilmington, $13,300.
Florida: Daytona Beach, $39,000; Fort Myers, $4,000; Key West, $3,000;
Lakeland, $34,000; Marianna, $25,000; Orlando, $80,000; Panama City, $10,000;
Sarasota, $21,000; Tallahassee, $107,000; Vero Beach, $5,000; West Palm Beach,
$156,000; Total: $484,000.
Georgia: Albany, $5,000; Atlanta, $84,000; Augusta, $143,100; Brunswick,
$111,000; Columbus. $68,000; Macon, $94,000; Rome, $1,000; Savannah, $287,000;
Valdosta, $19,000; Waycross, $4,000; Total: $816,100.
Idaho: Boise, $201,000; Burley, $60.000; Coeur d'Alene. $41,000; Gooding,
$62,000; Idaho Falls, $60,000; Pocatello, $99,000; Twin Falls, $7,000; Total: $530,000.
Illinois: Moline, $11,000; Peoria, $90,000; Quincy, $88,000; Springfield, $1,000; Total: $190,000.
Indiana: Evansville, $133,000: Fort Wayne, $196,000; Indianapolis, $5,000;
Kokomo, $60,000; Richmond, $85,000; South Bend, $42,000; Terre Haute, $125,000; Total: $646,000.
Iowa: Burlington, $27,000; Cedar Rapids, $34,000; Iowa City, $8,000; Mason City. $58,000; Ottumwa, $54,000; Sioux City, $136,000; Waterloo, $53,000; Total: $370,000.
Kansas: Dodge City, $29,000; Garden City, $31,000; Hutchinson, $199,000;
Topeka, $121,000; Wichita, $404,000; Total: $784,000.
Kentucky: Bowling Green, $5,000; Lexington, $194,000; Louisville, $101,000;
Paducah, $60,000; Total: $360,000.
Louisiana: Alexandria, $107,000; Baton Rouge, $75.000; Lafayette, $9,000;
Lake Charles, $7,000; Monroe, $65,000; New Orleans, $128,000; Total: $391,000.
Maine: Lewiston. $85,000; Augusta, $93,000; Houlton, $75,000; Waterville,
$85,000; Total: $338,000.
Maryland: Baltimore, $186,000.
Massachusetts: Hyannis, $39,000; Lawrence, $47,000; Nantucket, $25,000;
Oak Bluffs, $65,000; Springfield, $40,000; Worcester, $37,000; Total: $253,000.
Michigan: Battle Creek, $2,000: Jackson, $1,000: Lansing, $44,000; Pellston,
$38,000; Sault Ste. Marie, $52,000; Traverse City, $23,000; Total: $160,000.
Minnesota: Brainerd. $22,000; Duluth, $43,000; Rochester, $111,000; St.
Cloud, $71,000; Total: $247,000.
Mississippi: Greenwood, $72,000; Gulfport, $9,000; Hattiesburg, $47,000;
Jackson, $159,000; Meridian, $109,000; Total: $396,000.
Missouri: Joplin, $87,000; Kansas City, $34,000; St. Joseph, $69,000; Total:
$190,000.
Montana: Bozeman, $90,000; Butte, $109,000; Cut Bank, $37,000; Great
Falls, $2,000; Helena, $96,000; Kalispell, $3,000; Lewiston, $51,000; Miles City,
$52,000; Missoula, $61,000; Total: $501,000.
Nebraska: Alliance, $51,000; Grand Island, $12,000; Lincoln, $161,000;
North Platte, $34,000; Scottsbluff, $31,000; Total: $289,000.
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Nevada: Boulder City, $46,000; Elko, $60,000; Las Vegas, $235,000; Total:
$341,000.
New Hampshire: Concord, $47,000; Keene, $31,000; Portsmouth, $39,000;
Total: $117,000.
New Jersey: Atlantic City, $12,000.
New Mexico: Albuquerque, $41,000; Carlsbad, $52,000; Clovis, $160,000;
Farmington, $76,000; Gallup, $57,000; Hobbs, $111,000; Las Cruces, $65,000; Las
Vegas, $110,000; Roswell, $49,000; Sante Fe, $85,000; Tucumcari, $83,000; Total:
$889,000.
New York: Albany, $175,000; Elmira-Corning, $51,000; Glens Falls, $136,000; Malone, $33,000; Massena, $115,000; Niagara Falls, $1,000; Plattsburg, $95,000; Poughkeepsie, $42,000; Saranac Lake, $43,000; Watertown, $72,000; Total:
$763,000.
North Carolina: Asheville, $97,000; Charlotte, $47,000; Elizabeth City, $36,000; Goldsboro, $40,000; Greensboro, $164,000; Morehead City, $10,000; New Bern,
$19,000; Pinehurst, $47,000; Raleigh, $48,000; Rocky Mount, $26,000; Wilmington,
$97,000; Winston-Salem, $132,000; Total: $763,000.
North Dakota: Bismarck, $75,000; Fargo, $103,000; Grand Forks, $57,000;
Jamestown, $52,000; Minot, $7,000; Total: $294,000.
Ohio: Akron, $360,000; Cleveland, $173,300; Columbus, $7,000; Dayton, $6,000; Mansfield, $35,000; Springfield, $36,000; Toledo, $317,000; Youngstown, $2,000; Zanesville, $35,000; Total: $971,000.
Oklahoma: Lawton, $50,000; Muskogee, $126,000; Ponca City, $30,000;
Tulsa, $5,000; Total: $211,000.
Oregon: Baker, $57,000; Bend, $14,000; Corvallis, $81,000; Eugene, $93,000;
Klamath Falls $5,000; La Grande, $42,000; McMinnville $89,000; Medford, $37,000; Ontario, 152,000; Pendleton, $149,000; The Dalles, J31,000; Total: $650,000.
Pennsylvania: Allentown, $45,000; Bradford, $42,000; Erie, $12,000; Harrisburg, $148,000; Johnstown, $23,000; Lancaster, $6,000; Philadelphia, $149,000;
Pittsburgh, $179,000; Reading, $182,000; Scranton-Wilkes-Barre, $146,200; Williamsport, $91,000; Total: $1,023,200.
Rhode Island: Providence, $59,000.
South Carolina: Anderson, $6,000; Charleston, $151,000; Columbia, $43,000;
Florence, $7,000; Greenville, $78,000; Spartanburg, $86,000; Total: $371,000.
South Dakota: Aberdeen, $83,000; Huron, $128,000; Pierre, $58,000; Watertown, $70,000; Total: $339,000.
Tennessee: Bristol, $76,000; Chattanooga, $53,000; Knoxville, $383,000;
Memphis, $25,000; Total: $537,000.
Texas: Abilene, $1,000; Amarillo, $257,000; Beaumont-Port Arthur, $80,000;
Big Spring, $123,000; Brownsville, $39,000; Brownwood, $73,000; Bryan, $63,000;
Del Rio, $57,000; Eagle Pass, $81,000; El Paso, $97,000; Fort Stockton, $105,000;
Fort Worth, $645,000; Galveston, $81,000; Harlingen, $42,000; Laredo, $66,000;
Longview,'$113,000; Lubbock, $66,000; Lufkin, $73,000; MeAllen, $38,000; Midland, $118,000; Mineral Wells, $161,000; Palestine, $85,000; Paris, $49,000; Plainview, $58,000; San Angelo, $91,000; Sweetwater, $70,000; Temple, $56,000; Tyler,
$130,000; Uvalde, $48,000; Victoria, $71,000; Waco, $136,000; Wichita Falls, $76,000; Total: $3,249,000.
Utah: Cedar City, $47,000; Logan, $46,000; Ogden, $64,000; Price, $60,000;
Provo, $64,000; Total: $281,000.
Vermont: Barre-Montpelier, $93,000; Burlington, $107,000; Rutland, $60,000; White River Junction, $68,000; Total: $328,000.
Virginia: Danville, $55,000; Lynchburg, $85,000; Richmond, $138,000; Roanoke, $6,000; Total: $284,000.
Washington: Bellingham, $84,000; Chehalis, $85,000; Everett, $79,000; Hoquiam, $50,000; Mount Vernon, $61,000; Olympia, $129,000; Walla Walla, $83,000;
Wenatchee, $72,000; Yakima, $143,000; Total: $786,000.
West Virginia: Charleston, $32,000; Clarksburg, $3,000; Elkins, $2,400;
Morgantown, $15,000; Parkersburg, $2,000; Wheeling, $107,000; Total: $161,400.
Wisconsin: Baraboo-Portage, $23,000; Clintonville, $57,000; Eau Claire,
$106,000; Green Bay, $38,000; La Crosse, $72,000; Land o' Lakes, $14,000; Madison, $111,000; Milwaukee, $44,000; Racine-Kenosha, $119,000; Rhinelander, $43,000; Stevens Point, $53,000; Total: $680,000.
Wyoming: Cheyenne, $359,000; Greybull, $80,000; Kemmerer, $57,000; Laramie, $97,000; Lovell-Powell, $63,000; Rawlins, $65,000; Rock Springs, $161,000;
Sheridan, $93,000; Worland, $61,000; Total: $1,035,000.
Total for all States: $25,074,000.

